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 On December 1st, the large US rating company downgraded JGB’s rating by one notch from Aa3 

(equivalent to AA- of S&P’s rating) to A1 (equivalent to A+). The new rating is ranked fifth from             

the highest rating. Generally, rating of Baa3 (equivalent to BBB-) or above is considered as 

“Investment Grade” which is suitable for institutional investors. By this downgrade, Japan’s rating 

became lower than that of China（PRC) and South Korea who used to have the same rating before, 

and became the same as those of Israel and Czech. 

 Followings are the Moody’s key reasons for their downgrading. 

  (i) Increased uncertainty over the progress of fiscal deficit improvement, 

  (ii) Uncertainty over sufficient implementation of economic growth strategy, 

  (iii) As a consequence, increased risk of JGB yields’ rise and reduced debt affordability.    

 In the bond market, concern is building up that the Japanese government may not achieve their 

targets of fiscal deficit improvement in 2015 and 2020 as the second consumption tax hike was 

postponed to April 2017. In addition, the fact that Japan’s GDP growth rate went into a negative 

territory for two consecutive quarters as a result of the first consumption tax hike in April and                                 

the delay in acceleration of economic growth through structural reform.  
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Moody’s downgraded the JGB’s ratings from Aa3 to A1 

Downgrading for the first time in three years and four months 

Rating companies give “credit rating” of government bonds and corporate bonds analysing their 

repayment capability of capital and interest. Generally, bond rating is described by a combination of 

alphabet and numbers (AAA and Aa3 etc.).  There are global rating companies such as Moody’s and 

Standard & Poor’s (S&P).  

Future Outlook 

 Rating outlook is “stable”  

Moody’s set its rating outlook for the new rating “stable”, which means that the new rating will remain 

unchanged for future twelve to eighteen months. The reasons were (i) Existence of many domestic 

institutional investors who have  solid need for JGB investments, (ii) Surplus of private sector and,                 

(iii) Proactive monetary policy of the BOJ to buy large amount JGBs.  In addition, Japan’s resilience 

against the shock of global economy and financial markets is deemed as a positive factor because Japan 

has huge net external assets beyond 60% of  its GDP.  

Its impact on the JGB market is limited.   

Following the postponement of consumption tax hike 
Pointing out the concern over possibility of fiscal deficit improvement 



Disclaimer 
 
Please read this disclaimer carefully. 
= This material is for non-Japanese institutional investors only. 
= The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are 

intended to introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management 
Company, Ltd. (hereinafter “SMAM”), or to provide information on investment strategies and opportunities. 

Therefore this material is not intended to offer or solicit investments, provide investment advice or service, 
or to be considered as disclosure documents under the Financial Instruments and Exchange Law of Japan. 

= The expected returns or risks in this report are calculated based upon historical data and/or estimated upon 
the economic outlook at present, and should be construed no warrant of future returns and risks. 

=  Past performance is not necessarily indicative of future results. 
= The simulated data or returns in this report besides the fund historical returns do not include/reflect any 

investment management fees, transaction costs, or re-balancing costs, etc. 
= The investment products or strategies do not guarantee future results nor guarantee the principal of 

investments. The investments may suffer losses and the results of investments, including such losses, 
belong to the client. 

= The recipient of this report must make its own independent decisions regarding investments. 
= The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute 

SMAM’s judgment as of the date of this material and are subject to change without notice. 
= The awards included in this report are based on past achievements and do not guarantee future results. 
= The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized 

entities/individuals. 
= This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM 

can not and does not guarantee its completeness or accuracy. 
= All rights, titles and interests in this material and any content contained herein are the exclusive properties of 

SMAM, except as otherwise stated. It is strictly prohibited from using this material for investments, 
reproducing/copying this material without SMAM’s authorization, or from disclosing this material to a third 
party. 
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 It is important to show the path to fiscal reconstruction once again 

Other rating companies such as S&P and R&I expressed no intention of conducting an immediate 

downgrade of the JGB following the decision of postponement of further tax hike. Meanwhile, Fitch 

suggested a possible downgrading within this year. However, we anticipate their impact on the JGB 

market is limited as most of JGBs is held by Japanese domestic investors. Having stated that,                        

we think it is important responsibility for new government to show a  solid path for fiscal 

reconstruction after the general election of the Lower House.   


